§1924.55

partnership, or joint operation, the
term ‘“‘individual’”> means the entity
members with the primary responsi-
bility for making management deci-
sions and carrying out the day-to-day
physical tasks.

Normal year plan. A projected farm
business plan most representative, or
typical, of an operation’s normal in-
come, expenses (including family living
expenses), and capital debt payments.

Prospectus. Consists of a transmittal
letter similar to FmMHA Guide Letter
1951-F-3 with a current balance sheet
and projected year’s budget attached.
The applicant or borrower name and
address need not be withheld from the
lender. The prospectus is used to deter-
mine lender interest in financing or re-
financing specific direct loan appli-
cants and borrowers. The prospectus
will provide information regarding the
availability of Agency loan guarantee
and interest assistance.

Standard classified. These loan ac-
counts are fully acceptable by Agency
standards. Loan risk and potential loan
servicing costs are higher than would
be acceptable to other lenders, but all
loans are adequately secured. Repay-
ment ability is adequate, and there is a
high probability that all loans will be
repaid as scheduled and in full.

[61 FR 35922, July 9, 1996, as amended at 68
FR 62223, Nov. 3, 2003]

§1924.55 Assessment of the agricul-
tural operation.

Assessments will be completed for di-
rect Farm Credit Programs loan appli-
cants. An assessment is a comprehen-
sive evaluation of the components of
an operation, the identification and
prioritization of training and super-
visory needs, and the resulting plan of
supervision to assist the borrower in
achieving financial viability. The as-
sessment is the central foundation
upon which to build strategies for plan-
ning, credit and management coun-
seling, loan controls, analysis, bor-
rower training, and all other needed su-
pervision. An assessment will include
thorough inspections of the operation
and face-to-face meetings and discus-
sions with all key individuals.

(a) Agency evaluation. The Agency
will assess each of the areas described
in paragraph (b) of this section in close
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cooperation with the applicant or bor-
rower. As part of that assessment, the
Agency will determine whether the
proposed budget is feasible on a direct
or guaranteed loan basis, the type and
nature of any material financial or pro-
duction management weaknesses in the
operation, and the specific strategy
needed, including timeframes, to effect
improvements and control risks. Mate-
rial weaknesses are those that have a
significant impact on the net income of
the operation and need to be corrected
to enable the borrower to progress fi-
nancially and eventually graduate
from FSA farm credit programs. Exam-
ples of material weaknesses include,
but are not limited to: lack of a farm
recordkeeping system, obsolete or in-
adequate facilities, and use of outdated
production practices. In the case of
Youth loans, it is recognized that most
of the component areas will be ‘“Not
Applicable” since there is no full-scale
farming operation to consider.

(b) The assessment is an evaluation,
conducted with an applicant or borrower,
of the following components:

(1) Type of operation.

(2) Goals.

(3) Real estate, including facilities.

(i) Location and size.

(ii) Proposed and existing improve-
ments.

(iii) Presence of environmental haz-
ards.

(iv) Conservation practices and meas-
ures.

(v) Adequacy and continued avail-
ability of real estate.

(vi) External factors, such as urban
encroachment and zoning changes.

(4) Chattel property used in the oper-
ation.

(5) Farm business organization and
key personnel.

(6) Historical financial data.

(7) Projected budget.

(8) Planned changes.

(9) Ability to obtain guaranteed cred-
it.

(c) Supervision and training. Appro-
priate supervisory oversight and train-
ing recommendations will be developed
based on the Agency’s evaluation of
the strengths and weaknesses of the
operation in accordance with para-
graphs (a) and (b) of this section and
§1924.59.
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(d) Performing the year-end analysis. A
year-end analysis is required for bor-
rowers (except for Youth loans and
loans flagged as having bankruptcy,
foreclosure, or other action pending)
the first year after an initial or subse-
quent loan, chattel subordination, or
restructuring is received, borrowers
who are financially distressed or delin-
quent, borrowers who have loans de-
ferred, and borrowers who are receiving
limited resource interest rates. All
other borrowers (including flagged ac-
counts) will receive a year-end analysis
at the discretion and judgment of the
Agency. However, at least every two
years, the borrower will provide upon
Agency request, a year-end balance
sheet, actual financial performance,
and a projected farm budget so that the
borrower can be classified for gradua-
tion purposes in accordance with sub-
part F of part 1951. The year-end anal-
ysis should coincide with the bor-
rower’s farm budget planning period.
The borrower will work with the Agen-
cy to:

(1) Complete the year-end analysis,
whenever possible, within the 60-day
period after completion of the bor-
rower’s business year or farm budget
planning period.

(2) Complete and review the “‘actual’’
columns on the farm business plan and
Form FmHA 1962-1, ‘““Agreement for
the Use of Proceeds/Release of Chattel
Security,” if applicable.

(3) Develop a farm business plan for
the next production cycle in accord-
ance with §1924.56.

(4) Reach agreement on key manage-
ment issues. Any such agreements will
be documented for the borrower case
file and signed by the borrower.

(e)

(e) Annual review. For all borrowers,
the assessment described under this
section will be reviewed on at least an
annual basis to monitor progress. A
meeting must be scheduled as soon as
practicable to determine corrective op-
tions if: the borrower is, or expects to
be, delinquent; the borrower is experi-
encing difficulties; or other significant
changes have occurred. The year-end
analysis under this section may be

§1924.56

treated as the required assessment re-
view.

[61 FR 35922, July 9, 1996, as amended at 68
FR 7896, Feb. 18, 2003]

§1924.56 Farm business planning.

The automated Farm and Home Plan
system is the primary tool used by the
Agency to evaluate loan feasibility and
prospects for achieving financial via-
bility. Other manual or automated
business planning systems may be used
with the consent of the Agency.

(a) [Reserved]

(b) Documentation and revision of
plans. Individuals must submit a farm
business plan to the Agency, upon re-
quest, for loan approval and servicing
purposes. An individual may request
the assistance of the Agency official, as
needed, in completing the plan. Farm
business plans will be based only on ac-
curate, verifiable information. If the
Agency official and the individual can-
not reach agreement, on the farm busi-
ness plan, then the Agency will make
loan approval and servicing determina-
tions based on the Agency’s separate,
revised farm business plan. The indi-
vidual will have the right to appeal any
resulting adverse decision.

(1) Historical information will be
used as a guide to evaluate the feasi-
bility of projected farm business plans.
Individuals must provide the Agency
with their previous 5-year production
history, if available. Positive and nega-
tive trends, mutually agreed upon
changes and improvements, and cur-
rent input prices, will be taken into
consideration when arriving at reason-
able projections.

(i) For individuals with less than a 5-
year history, actual production records
from an operation to be taken over by
the individual will be considered,
whenever available.

(i) In the absence of the information
listed in paragraph (b)(1)(i) of this sec-
tion, other reliable data sources that
may be used include: FSA Farm Pro-
grams (formerly Agriculture Stabiliza-
tion and Conservation Service) actual
yield records and county or State aver-
ages.

(iii) This paragraph applies when an
accurate projection cannot be made be-
cause the individual’s production his-
tory in any or all of the previous 5
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